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The systegs-of finance and governance of California's
state universities and.colleges ahd.its community colleges have :

- differed significantly, While the four-year institutions have been -
funded ;from the stafe budget, prior to 1978, the community colleges.

" depended largely on local property taxes for revenue supplemented by
state apportiomments to redress imbalances between poor and wealthy .
districts. Proposition 13 drastically altered community college o
financing by reducing property tax revenues,-mandating county- rather
than districtwide céllection of property taxes, and eliminating the
district's authority to set or alter tax rates. Senate Bill 154 (SB _
154) implemented a "target budget" approach in 1978-79 to mitigate
the community colleges' immediate firancial crisis..Later, Assembly

.Bill 8 (AB 8¥ sought to alleviate the rigidities of SB 154, return to
enzollment-based funding, and maintain local gontrol jover budgets and
expenditures. While AB 8°has generally been an effective measure,
certain concerns, which have been recognized by the Assembly
Education Committee, remain. These involve: (1) statutory versus
budg@t-act{approaches to community college finance; (2) free flow of
students between districts; (3) the finan¢ial implications of program
changes; (4) the effectiveness of incremental cost funding; and (5)

‘the community colleges' overall mission in times of limited state
resources. (The paper presents the position of the California - -
Postsecondary. Education Conniseion on these issues.) (HB)
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-t ’ ‘ . MAJOR ISSUES IN COMMUNITY COLLEGE FINANCE - )
) . Summary of Testimony Presented to the ' /
' ' . Assemely Education,Committee .
N . 1 4 . . Y . .
v " Qctober 16, 1980 ,
. —a .- ‘ \‘ » ‘ o,
. “Mr. Chairman and_members. of &he Asséﬁbly gducatihn Committee, I am
. Pat Callan; Director of the California Postsecondary Education Com-

missiqn. | asfreciate your invitation to review, the major state-

level issues Jf .Community College finance. Today’. I shall describe

. the evolution of stitewide formulas for. the support of currentopera-
tions at the California Community Colleges within the context of the

State’'s .approach'to funding for all the. public ‘segments of post-
A ' secondary education. Then, I shall describe sh® change$ in Community
College finance caus by Proposition,l3 and tNe consequences of
9bose’ change$ for future finan§fag policies. Finally, 'I shall dis‘

°

cuss:shc specif

, " HIGHER x-:buc(

The governal
institutibns
the twq-year>

~issues fdenti{}ed in your letter of October 1.

T A - ,
ICE IN CALIFORNIA o ; )
s P .
Finance sysﬁnmfor California's fudblic four-year -
raditionally béea quite differeng than that for _

Sipce. thedir ‘foundiqi, the University of California and the
Californid State University and Colleges have been considered State
institufions,_}eteiving no fundeé from local-property taxes. As
systems of campuses under single governing boards, the University
. . and the State University have been subject to’the State's annual
+ "budget cycle." Each October these segments estimate their base -
. budgems as a statewide total for the current year, calculate baseline
adjustments by negotiating inflation increases with the State, and
. - request program/budget enrichments, including requests for cost-of-
living adjustments in saLarieé. Cystomarily, the Governor and the '
r, " Department of Finance reduce these enrichments substantially. The
. ' Governor's single amount per segment betomes 'its lifle item 1n the
- budget bill, which then winds its.way through theuiegislative process
until adopted in J%Fe and signed\Py the Gowg}nog. C

Approximately 60 percent of the State's funds are provided for .
ihstruction, which is" based on enrollment formulas--a faculty/
student ratio of 17.5 for the University.and 17.8 for the State
Pniversity. Support for other activities at the Unive®sity and the
- State-ynivgrsity is presented in the Governor's Budget through a
. Program Classification System that identifies employee\p031tions and
. . ¢ funds for Reseaxch, Public Service, Academic Support, Student

. v

.

ity Colleges. ~ .
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Service, Institutional Administration, Physical Plant Operations,
Stu&ent F1Qpnc1a1 Aid, and Independent Operations.. Cokst-of- living
increases for salaries are provided at a fixed, statewide percentage
ahd areé applied to uniform salary schedules among the Unlver51ty s
nine campuses and ameng the Ca11fornla State University's nineteen

. ¢
campuses. r - x o~

L I

-

.
>

The f1nance ‘system for the Community Celléges has dxffered
significantly from that of the.other public segments. Before
Proposition 13, each of the seventy Community College d1str1cts was
authorized to levy a general purpo&e tax and sevéral perm1ssxve
taxes (primarily for community service and capital ‘outlay) on the. ,
property tax rogbs of th district. 'Basically, the maximum tax rate
was the district's geﬁexal Rurpose rate; established by the
Legislature and adj!sted -8By increases in the adult populat1on and
changes in the Consumer' Price Index. Because district wealth varied
j!téply, the local revenues per studeat also varied significantly,’
ough not as much as amgug public school dlsttlcts To redress this

imbalance, State apportibauments before Propos1t1on 13--roughly 35 -
percent of the .total Jnocome,for the colleges--were designed to

. equalize the ;ncome per student among districts by distributing more

. ‘dollars to "poorer" distrxcts than to wealthy ones. Even soy; the

' highest-income district above 3,000 .ADA in 1977-78 spent roughly.

twice the amount of the lowest~1ncome district above 3,000 ADA. In

retrospect, the Statwe's equaI1zatlon efforts before Proposition 13

were not effective. ,
i

3

-

In contrast to the standard program classxfxcatxon budgeting of- the
four-year segments, the State's Jpportionments to the Community
Colleges were distributed in general grants tied omly to each ' -
district's ADA. After comb1n1ng theseggbportxonments with property .

tax revenues, local boards of trustees enjoyed ‘substantial latitude

in allocating the .funds among most campus activities, 1nc1ud1ng
sala:y levels add salary schedules that var1ed wxdely among the
districts. -

Proposjtion. 13 draitxcally altered -that system not oniy by reducxng
- properky tax revenues,.but also hy making théir <c¢llection
countywide rather than districtwide, and by eliminating each
district!s au€Rdrity to set its.tax. rate. and to raise or lower that
rate based on local circumstances. - This Jocal 1evy'was the core .
support for the colleges, because State apport1onments bdd been
_basged the relative abitity and willingness of d1str1cts to tax
: " themseldes. + By making the Legstature responsible fqr~ dxstrxbutxng
- property tax.revenues, Propo§1t1on 13 destroyed the core of the
: finance system. k - .

0}
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. #RECENT. APPROACHES TO COMMUNITY COLLEGE FINANCE _ ' 1

- ’ LS
To meet the immedia;é‘%risis of.Community College finance for 1978~
79, the Legislature agreed in 5B 154 to distribute the regular State

apportionments projected for that year (§537 million) without regard -,

to enrallment. In, addition;, the Commumity College districts -
received $260 million from the State's surplus, which was v
distributed 4ccording to a "target budget” approach. Before .-
determining how much eagh district wguld receive from the surplus,

~its individual budget was cjiculated by adding its projected State

apportionments, 3 certain pegkentage of its reserves (this came to be

\

~

a small §20 million statewide), and its projected revenues ffom the -

remaiiting property taxes. Then, each district received enough of“the -
$260 million to reach 85 percent of ttg 1977-78 budget, ‘adjusted
upward by 6.8 percent for inflation. Larger prope-ty tax revenues
than originally expected meant -that each district” in 1978-79
received roughly 95 petcent of its  1977-78 .revenues in, actual
dollars. * g " ‘ '

-

- - .

Although the "target budget" approach immediately after Propesition
13 allowed district§ to maintain most of their ‘tr§dit19ha1‘
discretion in budgeting, the Legislature did impose some significanf' .
restrictions. Districts could not use State apportionments to
support- certain noncredit courses, primarily recreational and
avocational offerings. Districts had to maintain a,proportional
level of service (85 perceat of 1977-78 funding) im a dozen different
programs the Legislature considered of prime in9rtance. The
Chancellor and .the Community College  system wias authorized to
distribute up to $15 million of the apportionments to insure that all
collégeé would remain, open and that fiscal emergencies could be’
averted. Finally, no State funds would be available to districts
that provided cost-of-living salary increases to their employees, a

provision later declared unconsti%utional by the State Supreme

" Court. . ’ . kY

In sum, the State's approach to Community College finance in.SB 154
was a hybrid. It was heavily influenced by the pattern of fundin
for the public schools, rather than by the pattern of the four-year:
segments. It reflected an unwillingness to shift property tax
distribution at that time, a desire to maintain lotal governance, an

insistence on statewide policies for. salary adjustments, and a

desire to protect certain legislative prioritias. Most sighificant,
the "bail-out” increased the State’'s proportion of Community College
revenue up to ,J0 percent, even though the colleges received less
total income for 1978-79 than for the pftevious year. This catapulted
the Community Colleges from third to first gmong the three segments
in terms of State revenues for current operdtions, as shown in the
following chart. ' /

.
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ASSEMBLY BILL 8

Assembly Bill 8 was the Leggﬁlature's {;spdnse to the crisis of .
Community College finapce and the rigidities of the "target budget"
approach of SB 154. The major purposes of AB 8 for the Community -
— Colleges were as follows:* .. oo,

1. Return the Commumity Colleges to enrollment:ba§ed

funding} ) . s - ’ . '

2. Provide-a two-year experiment throﬁgh a éqnset provisxon.
N of June 30, 1981, - ?

3. Alter the State’'s approach to “funding enrollment change
N . to provide fewer fiscal incentives for growth;

‘e . -

-

14

| 4. Remove certain funds from the general apportionments
(such as capital outlay matching funds' and child care .
suppért) and make them categoricais; L

5. Progide‘more.equalizat19n in revenue pex ADA than under
previous financing arrangements; and . ‘

-6. Establish a maximum State appropriation for the
Community Colleges statewide, in order to limit ther

. State's obligation. . - .

\ B N

*$ We believe that, for the most part, AB 8 has'been an affective
response t§ theg realities ,0f post-Proposition 13. finance” in
recognizing the !téte's interest in equalization,  funding limits,

. and priorfty progriams, and in recognizing the need to provide some

' predictability for districts and to maintain local control over’

budgets and expenditures. ‘ :

v

However, we have certain concerns. I shall fdentify some of these 1n
N . . . -
.responding to the specific 1ssui:/raised in your letter of October 1.

] .
.

ISSUES IDENTIF?ED BY THE ASSEMBLY EDUCATION COMMITTEE

.
4

" I. Your first question iAvolves a statutory versus budget-act
approach to Community College finance. . . .
We believe that tﬂe general appropriation for the Cdﬁmunity
,' Colleges should be part of the State's annual budget act. The
' old finance system, which provided a guaranteed amount and -
annually increased that by a fixed adjustment, cannot adapt
easily to uhanticibated changes and does not qiearly identify
' poljcy issiles for the Legislature and Gove}nor. The amount of,
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" University. Thereford, the statewide leye]l of sﬁppogt for the

Cd
.

”

State dollafs for the 'Comunity Colleges is now la-x:ge; than the
Stale's General Fund suppert for the University or the State

Community’ Collpge's must be reviewed ajhually to ensure
equitible funding for all students in publi¢ higher education.

- o .
This does not -mean that all funding prowvisiens: should’ be
removed from the statutes and "annually nekotiated in the .
budget att. It is appropriate for the folloWing components to )
bc."specifi'ed in stat.uyg:

-
I

the kinds®of coursés and activities which will. be % .

_supported by the State; R * ) - ¥

>, . the éeneral method for funding engrollment changes; y
and . .- . ' ? . . . j
. ‘ - ) .-
statements of legislative intent- regarding

equalization and funding priorities. *

14 ‘ .
Nepertheless, we believe that the total dollars for the
. Community Colleges, especially the annual -increases for L .
inflation, should be an issue-in ;be State's budget process. . \

The®second issue which you identified is the free flow of
students between districts. . )
. . " s . L]

The realities of post-Proposition 13 finance and the energ{,\
crisis offer strong justificatiorn for the principle that .
students should be able to attend the Community College of / -
their choice. Since the State determines virtually all’income
for the colleges, (both property tax d‘stribution and general .
apportionments) it is difficult from a fiscal standpoint to. .
deny students access to a college solely because of district
boundaries.. Further, AB 8 provides apportionments on the ’
basis of "Attendance" ADA. This is a jignificant change from .
former, policies wherein_the district in wbick} a Student \
resided 'Wwould receive the State's apportionment for that’
student even if the person attended colleg& elsewhere. This
earlier system led to elaborate contracts of repayment ambng ~
districts and s‘e'rgot.xs restgictions on student choice. Today,
the State's funds flow directly to the district of attendance, ‘

d many districts have abq)ndoned‘ the contracts and the
restrictions. We understand that San Diego and Orange N
.Countfes have recently lfberalized proXisfons £Jr crossiog d
disgrict boundaries. '"Free flow' would ¥e o be ap idea ’

4

whose time has come; the <challenge remains to work out, the oA
details. - -y '
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" There are at least two important details.. First, there is a ~

tendencyf{or,newer institu §ons,‘sometimes called. "magnet"
campuses,” to attract mord students than their older
counterparts: with less’ attertive facilities. This»could
result in sybstantial demands, for new comstruction on certain.
campuses while others have uni}ted space, a major problem now
‘that the State is provtding mo: of the funds for construction.
Second, "free flow" does posesk3prob1e@ for older, inder-city
schools in a few areas, Thei} probpéms can likely be
alleviated by attention to thesdrschoo]ﬁ;'special needs and by
enhapcing their particular programs. , \ .-
‘ . . ’ .~
Your -third ,issue is the role of ‘2’ program-change-proposal
process forzlﬁcal colLFges.\ ’ \. ¢

AB 8 calls on the Board of Govermors to review- annually the
need for State funds, and "to provide for Community College®
district program changes which excted “those otherwise
provided™ .in the law. This. provision recognizes the
difficulty of developing a statewide formula for all sevdnty

5

districts. which can, year after vyear, recognize and -
accommodate all the changes and exigenci@;. It .also offers a
leadership role for the Board of Governorl, which is asked to , .°

identify special circumstances among ;b&%districts and to
bring these,to the attention of the Legislat@re.
We have been surprised that no change propassl under this AB 8 1

provision has been submitted by the Board of‘Governors. - This -

is™ a well-established pyocedure for the ‘four-year

‘institutions, and one which can Serve the unique situations of

a féw districts with special circumstances beygnd the general

formuld's scope. .

Your fourth "issue is the egiigsiaeness of incremental cost
funding. x -~ r

-~

M. ]

Tht concept of incremental or "marginal'- cost funding is
sound. Any producer of goods and servictes, whether public or
private, incurs’' certain "“fixed‘ costs"’ regardless of the
operation's size: buildings must be maintained, utility bills
paid, and the managemdnt structure must function'$o,some
degree. The total" cost of an &ducational institutiop is the
;Zn of these "fixed costs" plus "variable costs" {those

rectly related to the size of the student body). The average
cost of education is the total cost of all campus activities
related directly or jndirectly to instruction, divided by the .
number of students. The marginal cost or jincremental cost
represents ghe dollars necessary to. instruct additional
students. °

~
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!> steadily loses enrollment,

Average cost is high initially since an institution must staff
up to some  "critical mass" of instructional programs and
student services before any students can be admitted. Then,
the tost of adding students is nomihal because they-‘fill
éxisting programs and courses. Also, these students place

only small additional demands on librariauns, counselors, and -

other support staff. As ‘the tollege groWws,' howevér, 'the

courses and programs are filled and emtirely new ‘programs and
services must be established, ' This means high"'costs"' for .
those students added just above a certain enrollment level.

After the new programs ahd services are in place, the marginal®

costs are reduged until the deed to expand agaip becomes '
_compelling. So, “costs rise quickly, reacl a2 plateau, and rise
quickly again ae qore ‘and more students are added. :

Average~cost, funding offers little recognition of these "step
fun"ctiops" or "plateaus." When e‘ffollman\ts are increasing,
averpge-cost funding provides substantially more resources
than . are necessary ‘for - the new students. Likewise,

F’unintentional and severe consequences occur when a formula

v

ubtracts the average cost per student if an dnstitution

It is not in the State's intere#t to- withdraw resources

.abruptly from educational i'ﬁs'titutions: tenure and contracts
make- deep rewrepchment Jlegally difficult in the short term,

" and the State's prigrities may make it unwise.. Once begun, a

-downward spiral cin bhecome self-reinforcifg:' fewer students

"attend an institution; courses are cancelled; even fewer

students attend; and the college develops a,bad "reputation."
Innovative .programs 4nd coifrunity outreach often are the first
Casualties in this spiral, ‘thus undermining certain State
priorities. Ethnic ‘and racial minopities and women are
clustered in campus jo&s most susceptible to layoffs and may
suffer the brunt of pe¥sonnel retrenchmens. These concerns
are not meant to imply that the State should completely-
tosulate its institutions frdm any retrenchment if enrollments
fall steadily or sharply. We do believe, though, tha‘t funding
by average ‘cost can initiate such karge reductions that State
policies are jeopardized and the institutions unjustly
damaged. . ) .
Before AB 8, the State's policy'was 3:0 fund enrollment changes
at roughly each districtts ayerage expefiditures per ADA.. -This
was not a realistic measure of the cost per additional student,
and provided unwarranted incentives for geowth and unrealistic

reductions for enrollment declines. AB 8 provides revenues -

#qual to two-thirds of the statewide average revenue per ADA
for enrollment growth, and reduces revenues by two-thirds of
qﬁe district's revenues per ADA for énrollment declines"

. RS
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‘Although we "have only one year's experience wi this- new
provision, ‘we believe that the-two-thirds increméntal rate is
an effective mechan1sm. The actual statcw1de ADA" for 1979-80
was only .4 percent h1gher than progectxons, indicating no
serious _errors in the 'statewide estimating process. The
Chancellor.s Office, in a ~retent study, .found that the
incremental feature was "reasonaBle " Further, the !wo-thirdg
+ amount is ‘within the bspad range used by ether states a study
of the Texas formula suggests "that 50 percent’ of the average
,Student cost ‘is a realist1c ‘reduction for enrollmert losses
wh;le Indiana uses’ 73 percent as its ineremental rate for’
enrol'lment declines of 2 percent. We believe the incremental
rate in AB 8 should .be continued unt11 and unless a -
demonstrabﬁy better approach is found. . :
y - I

-

Your final:issue concerns the overall mission of« Commun1ty
Colleges in tlﬁts of limited State resouraes. .

N
-

-In responding to this general concern, it is important to -
recognize that”instructional activities “of the -colleges are
* changing on many campuses now, not under. the auspices 'of a

State mandate but because of funding limitations. Because of a ‘

5 percent ‘decline ig each district’s total revenues duging
1978-79, all distri¢ts had to establish instructional
pr10t1t1es ‘and make difficult dec1s1ons Comnunity services,
previously funded through a permissxve propenty tax, were
reduced substantially in most districts af{er Proposition 13«
and eliminated Jin some. One-fourth of all part-time faculty
were laid off 1n 1978-79, accoxding to a survey.conducted by-
the Chancellor's Office. It is safe to conclude that the

emphasis is changing on most Commun1ty €ollege campuses now, -
although neither the extent nor the nature of these changes is
uniform. = . . " . ¢ e

One 1mpowtant development with regard to the migsion of the
Comaun ty Colleges is a recent study of moncredit courses
subm1;Eed by the Chancellot s Office. All noncredit courses
that alified for State funding in 1977-78 were gﬂ@gible for
support in 1979-80, under AB 8. 1In turn, the Chancellor was
directed to conduct a study and rkcommend policy od the
determination of credit and non-credit cours&s He has
submitted that report to the Legislature and the Commission, “
and we' will soon be forward1ng our comments and
recommendations on it.

~
'

The Chancellor's .report contains an-extefisive Classification .
System as a descr1pt1on of the -instructional and communlty
.services of the California Community Colleges. "The Commission
"staff agreés that this Classif1cat1on System is more fully

- ‘. .~ ‘ J
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degcr1pt1ve of the comprehens1ve Community College than are
. the cogmonly used and very general catefories of. trénsfer,
occupational, develqpmental, and general education courses and
community services. Therefore,.the new C1a551f1cat1on System
is potentzally useful to State' officiabs and others who must
. make deqls1ons about-Community College finctions and -funding.

e

’ ¢ -

We also agree zith the report's recommendation
for Community College urses which have been reéviewed and
approvgd locally and€by' the Chancellor's Office in\accofdance
« With appropriate p:ov;s1ons in the E&ucatxon Code.
these  fall within.- the Instructional ,componen
Classzﬁgcatxon System It ;i uﬂlzkely, howeve},

~ which é4re-within the scope™of the Classification S
.order tq retain open-door admission policies and to ma1nta1n

full funding

Generally,‘

the present quality4pf finstructional offerings, the Board of '

Governors -needs to ™widedtify gtatewide interests .and
®priorities, ‘consistent with jits Long-Term Fmaupe Plan. At
the -same time, local boards of trustees will need to establish
pr10r1t1es‘¥or State-funded offerings in t Cl fication
System, ta1lored to meet spec1f1c lgcal needs and’ riorities*
. In addition, we are recommending ‘that there be partial State
: fund1n?[fon community services, with' the remainder of the
- funding to come from user fees and private sources: We do not
beldede that these changes will alter the fundamental mission
of the Community Colleges, but .they will require that
priorities be established for State funded pperations within
f;scal rea11t1es

‘ - ”~
L4 .

LJ

Mr. Chairman and membegs; I-appreciate th1s o‘rtum.ty to d1scuss )
‘k,.

the 1mportant issues of Community College finance.
’ - . e

~ | WAR 1 1987
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